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The Burden of Taxation 


HE critical financial year of 1931-32 has come to an end, 

and last autumn’s superhuman efforts to balance the 

budget have been crowned with success. The actual 
surplus is only the small one of £364,000, but in addition 
only £12,750,000 had to be appropriated from the Dollar 
Exchange Reserve, in place of the sum of £23,000,000 contem- 
plated last September. The salient features of the accounts 
are summarized below :— 
































| Revised | Actual | Increase (++) 
Estimate Result | or decrease (—) 
£ mill, £ mill. | on Estimate 
REVENUE :— 

Income Tax . coe oo te 272-0 287-4 | +15-4 
Surtax , ioe, cee See 73-0 16-7 + 3-7 
Estate Duties wen waa ose 83-0 65-0 —18-0 
Stamps ees _— ei o 20-0 17-1 — 2-9 
Customs ees eee — eee 131-8 136-2 + 4-4 
Excise... one use san ons 121-2 119-9 — 1-3 
Tax Revenue... i an -- | 709-0 710-6 + 1:6 
Non-Tax Revenue... ... «.. |  75°7 60-4 —15-3 

Total Revenue ..._ | 7847 | 771-0 —13-7 

EXPENDITURE :— 

National Debt Interest... a 289-4 289-5 | +01 
Other Consolidated Fund Services 9-4 9-4 — 
Supply Services... “ 451-8 439-2 —12-6 
Sinking Fund ea Ce 32-6 32-5 — 01 

Total Expenditure ... 783-2 770-6 | —12-6 

Surplus... 2 ww | 15 04} —11 








While the decrease in the yield of estate duties below 
their estimate is ominous, and while the Government must 
count themselves fortunate that unemployment benefit cost 
considerably less than had been estimated, all will agree that 
the results for the financial year represent no mean achieve- 
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ment. They are indeed a testimony not only to the determined 
efforts of Viscount Snowden and his colleagues in the critical 
days of last autumn but to the patriotism of the tax-payer 
who, during the past three months, has striven valiantly and 
successfully to bear an unprecedentedly heavy burden. The 
Government and the tax-payer alike have already reaped the 
reward for their labours in the shape of the restoration of world 
confidence in the stability of British finance. 

The past month has also witnessed another event of out- 
standing importance in the inception of the British tariff. 
Some of the possible reactions of the tariff were discussed in 
the last issue of the Review, but it is now necessary to take 
into account its potentialities as a revenue producer. In the 
course of the debate upon the Import Duties Bill Mr. Runciman 
estimated that the new duties would provide the Treasury with 
nearly £30,000,000 of fresh revenue, and while Mr. Runciman 
would be the first to admit that this estimate is subject to a 
certain margin of error, there is no doubt, not only that the 
— 10 per cent duty is imposed mainly in order to raise 

resh revenue, but that up to a point it will succeed in its object. 

Another point that must not be lost sight of is the recent 
reduction in money rates and recovery in the gilt-edged market. 
It is hardly an exaggeration to say that the whole of last autumn’s 
heavy depreciation of British Government securities has now 
been regained, and that prices are now back to the level of last 
June. This means that once more a favourable opportunity is 
arising for an important conversion operation, on a scale 
sufficient to alleviate appreciably the cost of the service of the 
National Debt. Should the Government decide that such an 
operation were practicable, and should it prove successful, the 
budget would obtain further relief. 

In the oy mind, therefore, the Government has not 
only matbenee in balancing the budget but has also found a 
fresh source of revenue, and it is not surprising that the 
possibilities of relief either to the direct tax-payer or to the 
victims of last autumn’s economy “ cuts” are being freely 
canvassed. Nor is it —— that last autumn’s political 
catchword of “ equality of sacrifice is being succeeded by a 


new catchword, “ equality of relief,” and that it is being 
urged, perhaps with more loudness of expression than cogency 
of argument, that any surplus available should be shared 
between the tax-payer and the victims of the autumn economies. 
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There are, however, two preliminary points that should be 
made by way of warning. e first is that it is by no means 
certain that even after allowance is made for the tariff revenue, 
and the possibilities of debt conversion, the Chancellor will 
have any surplus out of which to grant remissions. Trade is 
still bad and unemployment is still severe. Next year’s 
income and surtax assessments will be based upon an even 
worse year than those for 1931-32, and even if the rate of 
income tax remains unchanged, the yield is bound to be 
affected. There is no sign that other sources of revenue will 
prove any more resilient, and it may turn out that when 
Mr. Chamberlain comes to open his budget he will have 
decided that, in default of further economies, no concession is 
practicable in any direction. 

The second point is that such margin as is supposed to 
exist is in any case so small that if it is divided between relief 
to the tax-payer and relief to others, it can only confer a 
negligible benefit upon either class. To be of any practical 
value, the concessions must be concentrated at one point, 
and so the main need is to determine at what point any 
concessions possible would be of the greatest and most 
general use. 

We come now to the main point at issue. In reality the 
Chancellor is faced with a grave dilemma, but it is not the 
same dilemma between reduction in taxation and the restoration 
of last year’s cuts that exists in the popular mind. His real 
dilemma is this: On the one hand, in the absence of further 
drastic economies and with the uncertainty of economic and 
financial conditions, it is imprudent to budget for a further 
drop in expenditure beyond that already allowed for by Viscount 
Snowden in his revised estimates last autumn for the full year 
1932-33. On the other hand, notwithstanding this spring’s 
magnificent yield of income tax, there is grave reason to believe 
that direct taxation, including death duties, has passed saturation 
point and that if present rates are maintained, the total yield 
will henceforward decline. Doctors tell us that when anemia 
becomes chronic there is cause for grave anxiety. Is the 
Chancellor satisfied that the direct tax-payer, who fertilizes 
industry and provides employment, is not in imminent danger 
of contracting this fatal malady? If so, we have no hesitation 
in saying that it is imperative, from the point of view of the 
stability of the budget as well as from the wider standpoint 














142 


of the national well-being, that relief should be granted to the 
direct tax-payer. 

The first argument in support of this view is largely of a 
practical character. The income tax-payer fulfilled his obliga- 
tions last January—and that achievement must be appraised in 
the light of the portentous burden he had already carried for 
years—but it is common knowledge that in thousands of 
instances the tax was only paid by means of loans from bankers 
and others or by the realization of securities. This process 
obviously cannot be continued. In thousands more instances, 
too, the tax-payer was brought up to the pitch of making his 
effort largely by the — that it was a single, isolated additional 
effort that would not have to be eee and if he discovers 
that he was mistaken, the psychological effect will be very 
serious. Thus to a large extent the question is not, ‘“‘ Ought the 
effort to be repeated?” but “‘ Can the effort be repeated ? ”’ 
and in many instances the answer is in the negative. To this 
extent a reduction in the rate of income tax is nothing more 
than a surrender to the actual facts of the case. 

The next argument is, in a sense, even stronger. The 
main objective of the Government is the restoration of trade, 
and there is no doubt that the stability of the budget, and the 
welfare of all citizens, is contingent in great degree upon a 
revival of trade. Now, one of the principal causes of the trade 
depression has been the crippling burden of direct taxation 
during post-war years. Excessive income tax, especially upon 
undistributed business profits, has drained industry of its 
working capital, and, as Professor Clay pointed out in an address 
to the Manchester Statistical Society only a few weeks ago, 
has been depriving industry of a portion of what, in practice, 
is its main source of new capital. It has equally destroyed 
the purchasing power of the private individual, or has deterred 
him from risking his savings in new ventures, simply because 
he has to shoulder all the risk while the State takes a share of 
the profits. In short, there is no doubt that the cumulative 
effect of the high post-war income tax, and of surtax and death 
duties, has been to add to trade depression and unemployment 
and to reduce the national income, upon which the Government 
in the long run depends for its revenue. 

There is thus an overwhelming case in favour of the 
Government aiming at the following three objectives, if funds 
permit :— 
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(1) Some practical method of lightening the burden 
of income tax upon undistributed profits. 

(2) A reduction in the standard rate of income tax. 

(3) Some concession in respect of reliefs granted 
upon smaller incomes. 

The immediate consequence of these concessions would 
be an improvement in trade. The yield of income tax, in 
common with other sources of revenue, would improve, and 
certainly minimize, if not neutralize altogether, any loss of 
revenue due to the reduction in the rate. Unemployment 
would decrease and with it the cost of transitional benefit to 
the Exchequer. In short, the Chancellor would have applied 
his small surplus in such a way as to breed fresh surpluses. 
On the other hand, if he fails to reduce direct taxation at all, 
there is grave danger lest the trade depression be intensified 
to the point where the Chancellor’s surplus would disappear, 
his concessions would have to be withdrawn, and a further and 
far more painful effort would have to be made to maintain the 
balance of the budget. Hard practical considerations prove 
that the lightening of the burden of direct taxation is not only 
an essential precedent to all other concessions, but a vital 
necessity to the nation. They also enforce the trite old lesson 
that in ee expenditure we must cut our coat according to 
our cloth if we are to escape anxiety and disaster. 





The Bank publishes from time to time in this 
Monthly Review signed articles by exponents of different 
theories on questions of public interest. It is not 
necessarily in agreement with the nature or the incidence 
of the criticisms expressed in the current issue by 
Mr. J. M. Keynes, nor does it necessarily endorse all the 
statistical assumptions made, conclusions drawn, and 
recommendations formulated in his article and post- 
scriptum. 


Reflections on the Sterling Exchange 


By J. M. Keynes, C.B. 
popular mind always rushes to extremes when some- 
thing occurs to direct its attention to the exchange-value 
of a money. With a gold currency maintained at an 
unchanging parity with its neighbours, the forces which 
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maintain these conditions are a silent piece of mechanism of 
which the ordinary man is quite unaware; its principles of 
operation are remote from his understanding. But when these 
forces fail to maintain precisely the old parity, then he concludes 
that they have lost their efficacy altogether, that the currency 
is entirely without real supporting forces, and that it will be 
the plaything of speculation and of panic psychology. He 
makes no distinction between a sound currency having an 
equilibrium value which is definite though not so high as the 
former nominal parity, and one which, attended by a prospect 
of illimitable Government inflation, has slipped its anchors 
altogether. In short, he was quite ready to confuse Great 
Britain’s departure from the gold standard last autumn with 
the post-war collapse of the Russian and Central European 
currencies. And if, on the other hand, sterling begins to 
improve a little, he is ready to conclude that there is nothing 
to prevent it from my ack to par. 

In fact, the course of sterling exchange since last October 
has been—subject to speculative intermissions—in fairly close 
accord with the dictates of fundamental factors to which, as 
usual, market psychology has adapted itself with great pliability. 
My object in what follows will be not so much to explain the 
past as to analyse the factors which will determine the prospects 
of sterling over the current year. Nevertheless, the story is a 
continuous one and the application of our principles to the 
— past will illustrate their application to the immediate 

ture. 


I 


It is a necessity for a country that its international debts 
and credits (including those which arise out of movements of 
gold) should at all times be balanced. This seems a simple 
truth. But a great deal of what is said and written ignores it. 
For every seller of a country’s exchange there must be a buyer. 
It is true that the level of value at which the balance is effected 
may be artificially improved by regulations which prohibit or 
restrict the sale of exchange. In this case the would-be seller 
of the exchange must be regarded as making a sort of forced 
loan to the economic system of the country whose currency he 
is not allowed to sell. But as for the transactions which 
actually take place, they must balance. Thus the momentary 
balancing one can take for granted. But really to understand 
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what is happening and to know whether the rate of exchange 
at which the balance has been effected is a stable one, we have 
to segregate the flow of transactions on both sides of the 
account (which in the aggregate must balance) into three 
distinct sets (each of which, taken in isolation, need not balance, 
and in fact will not do so, unless it be by an improbable and 
transitory accident). The first is that which, in accordance 
with long traditional usage, it is convenient to call the Balance 
of Trade (as distinct from the Balance of Payments, which 
refers to the totality of transactions); or, as we could more 
accurately describe it, the Balance of Payments on Income 
Account, since it includes all items of an income character. 
The second is the Balance of Payments on Capital Account, 
including foreign loans made or repaid and the sale or purchase 
of securities and other capital assets between foreigners and 
nationals. The third, which is not sharply distinguished from 
the second, may be called the Balance of Payments on Specu- 
lative Account, the characteristic of a “‘ speculative ” exchange 
transaction lying in its being an attempt to make a profit out of 
a shortly anticipated change in the value of a currency and in 
the intention to reverse the transaction after no long interval. 

Now, as I have said, the credit and debit items on all 
these accounts taken together must always exactly balance. 
For no one can sell a currency unless he can find a counter- 
party who will buy it from him ; and whilst the buyer and the 
seller need not both belong to the same one of the three groups 
distinguished above, they must each belong to one or other 
of these groups. But the three sets of transactions are governed 
by largely independent considerations, so that we cannot reach 
clear conclusions as to the upshot of the whole matter in the 
particular case of Great Britain to-day, unless we discuss them 


separately. 


(a) THE BALANCE OF PAYMENTS ON INCOME ACCOUNT 


This balance is made up of what is earned (positive or 
negative) on the balance of current business (i.e., shipping 
ae financial services, tourist services, sale of exports, 
etc., after deduction of the corresponding debit items, mainly, 
in the case of Great Britain, the purchase of imports) plus the 
income which is derived from past foreign investments. 

For many years past it has been the normal position of 
Great Britain to have an adverse balance, estimated at 
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£147,000,000 in 1929 and £192,000,000 in 1930, so far as 
concerns current business ; but a very large favourable balance, 
estimated at £250,000,000 in 1929 and £220,000,000 in 1930 
in respect of foreign investment income. In 1931 the Board 
of Trade estimate that the adverse balance in respect of current 
business rose to £275,000,000, whilst the favourable balance 
from foreign investment income fell to £165,000,000. 

Thus the great deterioration, estimated at more than 
£200,000,000 altogether, which has come over the position in 
the last two years is due in roughly equal proportions to each of 
these two factors—our foreign income from current business 
has fallen by rather more, and our foreign investment income 
by rather less, than £100,000,000. Nevertheless, our position 
would have nearly balanced even in 1931 if our foreign invest- 
ment income had not suffered so severe a decline. Indeed, 
there would, in my judgment, have been a surplus. For I feel 
some confidence that the Board of Trade have understated 
some of our sources of income, and I should be surprised if our 
true aggregate deficiency in 1931 was greater than £80,000,000. 
However this may be, in trying to remedy matters we naturally 
concentrate on improving the balance from current business, 
because that lies to a greater extent within our power, since 
there is little which we can do at the moment to restore our 
investment income. But this concentration on a practical 
problem must not lead us to exaggerate its importance as 
compared with a restoration of our foreign investment income, 
which may be said to be almost wholly dependent on a rise in 
the world price-level and in world trade. And there is another 
statistical point where the emphasis is often wrongly placed, 
namely, as to the extent to which the decline in Great Britain’s 
investment income is attributable to defaults on the part of 
her foreign debtors. In fact, so far, the decline in our fixed 
interest receipts as the result of defaults is remarkably small. 
There have been no defaults within the Empire. Germany is 
still paying the interest due. In Argentine the bulk of ‘the 
fixed interest payments are being met. I wish that I was in 
a position to quote exact figures. But my impression is that 
between 80 and go per cent of the fixed interest payments due 
to Great Britain from abroad (excluding, of course, war debts) 
are still being paid as usual. No, the main loss has been from 
the foreign properties which we own outright. It is in respect 
of inceme from British-owned railway companies operating 
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abroad, tea and rubber plantations, tin and lead and copper 
mines, oilfields, land and development companies and so forth, 
that the decline in our favourable balance is mainly due. 
For the majority of such concerns to-day are making no profit 
whatever, and are even a drain upon our resources through 
having to draw on London reserves built up out of profits 
previously remitted to us. This loss of profits is entirely a 
reflection of the fall in commodity prices and can scarcely be 
made good in any other way than by a recovery in world prices. 

As a very rough approximation to the facts, but one which 
is perhaps sufficient for our purposes, we may estimate that 
our 1929 investment income, amounting to (say) a 
or probably somewhat more, was divided about equally between 
our fixed interest receipts and our profits from equities. Up 
to date the former have declined by perhaps 15 per cent, but 
the latter by 60 per cent or more. 

Now the net result of all this is, in any case, very severe. 
Before 1930 our favourable balance from foreign investment 
income exceeded our adverse balance in respect of current 
business by (say) about £100,000,000 a year on the average. 
Late last summer, when we went off the gold standard, it was 
commonly estimated that the position was approximately 
reversed (and I still prefer this figure to the higher estimate now 
indicated by the Board of Trade); that is to say, our adverse 
balance on current business was running in excess of our 
favourable balance from investment income at a rate of 
£100,000,000 a year. Obviously the position was desperately 
unstable, quite apart from the capital and speculative 
transactions, which I shall come to later. 


(B) THE BALANCE OF PAYMENTS ON CaPITAL ACCOUNT 


The actual crisis of last August was, in fact, produced 
not by the growing adverse balance on Income Account, which, 
indeed, had not at that date gone far enough to be a major 
factor in the situation, but by the sudden development of an 
enormously adverse balance on Capital Account. The im- 
mediate cause of this was doubtless the breakdown of confidence 
in the ability of the London Market to meet its short-term 
liabilities, engendered by the critical position in Central 
Europe and the realization that much of London’s assets there 
had become frozen or worse. But the more fundamental 
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cause was the growing vulnerability of London—a new thing, 
a vulnerability which, in my judgment, had been non-existent 
at previous times of international crisis—due to the Bank of 
England’s incautious handling of the position from 1925 
onwards. By the return to the gold standard in 1925 at an 
unsuitable parity, the Bank had set itself a problem of adjust- 
ment so difficult as to have been well-nigh impossible. On the 
one hand, it was obviously impracticable to enforce by high 
Bank rate or by the contraction of credit a deflation sufficiently 
drastic to bring about a reduction in internal costs appropriate 
to the parity adopted. On the other hand, the maintenance of 
a low B rate, which would have rendered London un- 
attractive to foreign short-term funds, would, in the actual 
circumstances of our trade-balance and of our readiness to lend 
abroad, have led to a rapid loss of gold by the Bank and a 
much earlier collapse of the gold standard. It seems doubtful 
how far the Bank appreciated the character of its problem or 
the nature of the difficulties in the way of solving it. But the 
policy actually ae was to preserve a middle course—with 
money dear eno to make London an attractive centre for 
foreign short-term funds but not dear enough to force an 
adjustment of internal costs. In this way we tided over the 
immediate situation by exploiting London’s immense reserves 
of credit and prestige. We were even able to continue lending 
abroad on a scale almost commensurate with our former 
strength, in spite of our increasingly adverse balance on account 
of current business. But the inevitable price of this temporary 
ease was the accumulation of a heavy burden of short-term 
liabilities. The extent of this burden and the dates between 
which it was increasing fastest are not accurately known, 
since the Bank of England did not choose to enquire into the 
magnitude of these liabilities. But the evidence collected more 
recently indicates that in the six years from the middle of 1925 
to the middle of 1931, the assistance obtained from this very 
precarious source was in the aggregate on an immense scale, as 
indeed many of us had at the time su d it to be. The 
enquiries initiated by the Macmillan Committee discovered 
short-term liabilities to foreigners amounting to between 
£400,000,000 and £450,000,000. But these figures were not 
comprehensive, and subsequent events have shown that the 
true total was very much higher and may have amounted 
in June, 1931, to some figure between {600,000,000 and 
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£800,000,000 (the wide margin between the upper and the 
lower limit being mainly necessary to allow for the ambiguity 
of precisely what types of liabilities the figures are supposed 
to cover* and how far certain of the liabilities should be 
directly offset against counterclaims in respect of acceptances, 
etc.). On the other hand, the liquid available assets which 
London could mobilize rapidly to meet withdrawals did not 
amount to a third of this sum. Necessarily London had 
become, as I have said, vulnerable. Sooner or later, for good 
reasons or for bad, some loss of confidence might arise ; and 
then, in all probability, the insecure structure had to tumble. 

Much could be said concerning the period of actual crisis. 
But my present argument needs no more than the fact that 
the British balance of payments has had to face a huge with- 
drawal of these short-term foreign balances, not only before 
and during the crisis which ended in the suspension of the 
gold standard in September, 1931, but also in the four or five 
months following. I surmise that between June, 1931, and 
February, 1932, Great Britain may have repaid approximately 
half of her total liabilities, that is to say, an amount somewhere 
between £300,000,000 and £400,000,000. Certainly this has 
been an extraordinary feat, but it was not enough to save the 
gold standard. 

Obviously these vast payments, occurring simultaneously 
with an adverse balance on income account, must have been 
approximately balanced by the collection of assets from abroad 
to a still greater amount. Thus huge capital transactions both 
ways have been swamping the income balance and have been 
temporarily depriving it of the decisive importance which it 
must possess in the long run. 

I have seen no attempt at an exact analysis of the resources 
out of which such great repayments have been effected. But 
it is easy to see what the major items must have been. Out of 
£130,000,000 which had been borrowed abroad by the Treasury 
and the Bank of England, £80,000,000 was still outstanding in 
February. The Bank of England depleted its stock of gold 
and foreign exchange (prior to the recent speculative movement 
dealt with later) by an amount not precisely stated but probably 
lying somewhere between £50,000,000 and {£100,000,000. 

considerable proportion of British acceptances on foreign 


bd | example, how are marketable foreign holdings of British War Loan to be 
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account has been allowed to run off. Some substantial repay- 
ments of short-term advances to Germany have been received. 
Many foreigners owing debts in sterling have been quite willing 
to take advantage of the depreciation of sterling to discharge 
them. Many British investors and investment institutions 
have sold holdings of foreign securities in order to realize a 
profit in terms of sterling. And a decisive factor in supporting 
sterling has resulted from an event of quite first-class 
importance which no one foresaw. It deserves a_ short 
digression. 

During the first three-quarters of 1931 the financial 
position of the Government of India was becoming increasingly 
acute and was putting a serious drain on the resources of 
London. The catastrophic fall in the prices of India’s exports 
and a considerable flight from the rupee were not only cutting off 
the Government of India from the possibility of remitting to 
London to meet its sterling charges, but were compelling it 
to realize sterling reserves and to borrow heavily in London to 
support the rupee. The position was so bad that one scarcely 
dared to contemplate what might be ahead. But the departure 
of Great Britain from gold, followed by India, has completely 
changed the face of the situation, and in a way that not a single 
soul anticipated. There has been, of course, one source of 
relief which was expected, namely, the higher value of India’s 
exports in terms of depreciated sterling, making it so much 
easier to meet sterling obligations. But what we all overlooked 
was the psychological effect of a rise in the rupee price of gold 
on the minds of the tens of millions of Indians who are in 
possession of hoarded gold. For when it was discovered that 
gold could be sold for rupees at a profit in terms of rupees 
over the price at which it had been bought, there occurred a 
great and extraordinary event in the monetary history of the 
world—the tide of gold which had flowed from west to east 
for hundreds of years was suddenly reversed. Zemindars and 
peasants over the length and breadth of India began to sell 
their gold. The phenomenon became first apparent early in 
October. Melted ornaments of gold began to debouch from 
Bombay to a weekly figure of about £1,000,000, rose to 
£2,000,000 and then to £3,000,000. By the beginning of 
March the weekly rate had steadied down to somewhat on 
£1,000,000. The total outflow by that date had exceeded 
£40,000,000, and it shows no signs of drying up. Nor need 
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it; for it is unlikely that this sum is more than one-fifteenth 
part of the hoarded gold of India. 

Now this gold is sold forward against sterling, as soon as 
it is purchased, to one or other of the gold countries, mostly 
to France. The sterling thus obtained is paid over to the 
Government of India, in exchange for rupees, and used by 
them to replenish their sterling balances and to repay their 
dangerously excessive short-term sterling debt. Thus the 
equivalent of India’s sales of gold is added immediately to 
the liquid resources of the London Market; though a few 
months may elapse between the Indian zemindar bringing his 
ornaments to the touch-stone (still literally employed) of his 
up-country banker, and the arrival of defaced, refined and 
barren metal at its ultimate destination in the vaults of the 
Bank of France. 

The Indian farmer and the African miner need only a 
little time to achieve the inevitable conclusion. The day 
must come, and not too far off, when our modern Midases 
will be filled to the teeth and choking. And that, perhaps, 
will be the moment which the irony of heaven will choose for 
granting to our chemists the final solution of the problem of 
manufacturing gold, and of reducing its value to that of a 
base metal. 

Witness the famous tale that Ovid told. 
Midas the king, as in his book appears, 
By Phebus was endowed with asses ears. 


Meanwhile the historian may relate that our providential 
abandonment of gold has saved our Indian Empire, by its 
double effect in enhancing the value of India’s produce and in 
leading to the realization of her gold, from tragical and 
disastrous courses. 

Finally, the benefit which the London Market has secured 
from the strengthening of the position of India is a leading 
example of a general type. The sterling exchange to-day 
measures the financial strength, not so much of Great Britain 
alone, as of the whole group of countries whose banking systems 
are based on London. An improvement in the trade balance 
of India or of Australia or of the Crown Colonies or, indeed, 
of many other countries, gives almost as serviceable and im- 
mediate support to sterling as an improvement in our own 
trade balance. The competitive position of the agricultural 
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ey moony of these countries, like that of our own manufacturers, 
as been greatly improved by the departure of sterling from 
gold. Thus in 1932, as compared with 1931, the improving 
trade balance of the sterling bloc is unquestionably one of the 
influences which is affecting favourably the strength of the 
sterling exchange. 


(c) THe BALANCE OF PAYMENTS ON SPECULATIVE ACCOUNT 


There remains for the completion of the argument the 
action of the speculators. It is the business of a successful 
speculator to anticipate events a short time ahead and, by 
anticipating, to precipitate them. But when the anticipated 
event occurs he must reverse his transaction. Thus the 
speculative account can produce but a transitory effect unless 
it has the effect of changing the minds of those who are trans- 
ferring capital for longer periods. Before Great Britain went 
off gold, speculation opposed sterling ; afterwards the reversal 
of these transactions supplied a much-needed support. After 
the turn of the year some speculative support of sterling began 
to appear. By February the international speculator became 
convinced that there was little to lose and might be much to 
pain by He gee sterling, with the result that the avalanche 

gan which temporarily overwhelmed the Bank of England 
and drove sterling from 3°50 up to a level, persisting for a 
few days, above 3°70. 

This movement was on a colossal scale, comparable with 
the landslide in the opposite direction last summer, and it 
enabled the Bank of England to acquire very large stocks of 
foreign gold-balances. Up to a point this was to be welcomed, 
as providing, first of all, funds with which to repay the 
Treasury's foreign short-term loans, and then to replenish the 
Bank’s reserves of foreign currency. But a point came where 
the flood was in embarrassing volume. For the return of 
balances, etc., to London since the beginning of the year may 
well have amounted to something between £75,000,000 and 
£150,000,000. Moreover, it is exceedingly difficult to say 
what part of this vast sum represents the return of funds, of 
which London is, so to speak, the natural and normal home, 
and what part represents pure short-term speculation which 
will move the other way when the mass-mind of the inter- 
national speculator comes to the conclusion that there is 
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nothing more “ to go for.” Certainly it seems probable that 
by the middle of ch there were very large foreign balances 
in London of an unstable character, which might be a source 
of weakness and even of embarrassment later on, if it were 
not for the greatly increased strength of the Bank of England 
to meet any future reversal of trend. But we can feel some 
confidence that the Bank of England should now be in a position 
to control completely any purely speculative movement in 
either direction. 


II 


I neglect speculation, therefore, as a lasting influence. 
But I do not neglect the general opinion of the world as to 
the limits within which the gold-value of sterling is likely to 
move. For this determines the rate of exchange at which 
more permanent foreign holders will be deterred from removing 
their sterling balances or encouraged to increase them. In 
fact, over the short period which has already elapsed since 
sterling’s departure from gold, the rate of exchange has been 
more largely determined by the ideas of the average holder of 
sterling balances, including, in particular, the Bank of France, 
as to the rate at which it is good business to exchange sterling 
balances into gold balances and vice versa, than by the balance 
of transactions on income account. I fancy that one can even 
detect the motives and crude calculations which have resulted 
in the mean figure about which sterling has been actually 
oscillating. There was a widely-spread feeling that from the 
competitive point of view British industry needed a depreciation 
of quite 20 per cent and that, if there is to be a permanent 
change in the future parity of sterling, it would scarcely be 
well making for a lesser change than 20 per cent. Thus 
$3.90 to the £, which represents a depreciation of about 
20 per cent, set the upper limit to people’s ideas. Then, since 
it is not worth while to run a risk without some balancing hope 
of profit, the actual rate had to be somewhat lower than this 
to offer the necessary inducement. On the other hand, it has 
been felt that a depreciation of much more than 30 per cent, 
which corresponds to an exchange of $3.40 to the £, would be 
resisted by London as writing down too drastically the value 
of sterling debts owed by foreigners and as giving British 
industry an uneconomic bounty and one likely to provoke 
reprisals. Moreover, the removal of balances at a rate lower 
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than this would mean that the loss which the foreign owner 
of the balances must cut would seem to him too great and 
og? beyond his capacity to write down, whilst on the other 

d, the paper profit would become very tempting to those 
owing debts in sterling or to Englishmen holding foreign 
assets, and would thus stimulate capital movements favourable to 
sterling. If we take these upper and lower limits of $3.90 and 
$3.40, and then take something from the higher limit to 
es the necessary inducement and something from the 
ower limit to provide for temporary scares and for the time- 
lag before the balancing factors have time to act, we have 
the boundaries of sterling’s oscillations. Within these limits 
the actual average rate has, I think, been determined by the 
decisions of the of England as to the rate at which it is 
advisable to buy foreign gold-currencies; and to a lesser 
extent by the decisions of the Bank of France as to the rate 
at which it is ready to cut its loss. It is as crude as this. 
These are the considerations which in truth settle the level of 
the sterling exchange over a limited period. 

Now it is the acter of a capital transaction to be, so to 

ak, “‘ once for all.’’ When the Bank of France has with- 
awn its balances or a British Investment Trust has realized 
a dollar security, the effect happens once—it cannot be repeated. 
But it is the acter of income transactions that they can be 
ated year after year. If the improved competitive position 
of British producers diminishes our adverse balance on account 
of current business, this is a continuous, not a “‘ once for all ”’ 
henomenon. Thus in the long run the influence of the 
income transactions wears away that of the capital transactions 
like the drops of a waterfall upon a stone. e analogy is a 
good one. We can be certain that the waterfall will win in 
the end, but it may be a long time. 

On a balance of considerations I see no sufficient reason 
for supposing that the adverse torrent on income account will 
be strong enough in the immediate future to shift the fluctuating 
value of sterling outside the limits which have been set, as 
explained above, by the ideas of those responsible for capital 
transactions. It is a case where a middle opinion is probably 
the best. I am sure it is a mistake to be bearish about sterling ; 
for any material fall would bring into — immensely 
powerful forces of resistance. On the other hand, I do not 


share the view, which a few hold, that a rapid appreciation of 
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sterling might easily occur at any time ; for there will certainly 
be for some time to come a heavy adverse balance on income 
account which will need a correspondingly substantial favourable 
balance on capital account to outweigh it. 

Those who have been depressed by the existing indications 
of the magnitude of Great Britain’s adverse balance on income 
account, have allowed too little, I think, for the time-lag in the 
forces already set in motion. I have said that before the 
departure from gold the adverse balance was believed to be at 
a rate of £100,000,000 per annum. On the basis of the 
statistics available at the end of 1931 it was possible to maintain 
that the current adverse balance was then still higher. But a 
prediction based on this would have seriously under-estimated 
the prospective effect on Britain’s competitive position of 
currency depreciation and tariffs combined. It is true that 
we are competing for a share of a terribly diminished aggregate 
of world trade. But there is still some trade to be done. And 
for the first time for several years Great Britain is now in many 
lines of production the cheapest producer in the world. The 
working off of old contracts, the anticipation of tariffs and 
the desperate but temporary efforts of competitors, especially 
in Germany, have rendered the current statistics of trade no 
satisfactory guide to what is in prospect. Our textile industries 
are producing 25 to 30 per cent more than they were. Our 
tin-plate trade is almost flourishing. Our motor industry is 
in a position to get what export trade there is. Our heavy 
industries are not unlikely to improve within a few months. 
Our mercantile marine is now losing much less money than 
any of its competitors, which probably means that it will 

adually secure a larger proportion of the available trade. 

am hopeful, therefore, that the adverse balance on income 
account will soon be reduced to a figure below £50,000,000 
per annum in place of a figure in excess of £100,000,000 ; 
though I should scarcely expect to see any material favourable 
balance until, through a rise in world prices, our foreign-owned 
equities begin once again to yield us an income. 

If these hopes are realized, we shall again have the value 
of sterling under our control, and we shall be free to work 
out our own policy as to what we want. When this position 
is reached—perhaps we have reached it already—it will be 
upon our own deliberate and voluntary decisions that the 
future level of sterling will depend. 
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III 

There remains one set of considerations which are not to be 
neglected in a philosophic reflection on these matters. We 
have been arguing, so far, as if the value of sterling would be 
determined solely by factors directly affecting sterling itself. 
But the gold-value of sterling is a symmetrical two-termed 
relation, and is as capable of being influenced by factors primarily 
affecting gold and the value of the currencies of the gold 
countries, as by factors primarily affecting sterling. In the 
recent past the gold-value of sterling has been depreciated 
largely by the forces which were appreciating the value of the 
gold-currencies. So much so that it would be truer to say that 
gold went off sterling than that sterling went off gold. A point 
came when the inherent stability of sterling prevented it from 
following any longer the crazy antics of gold. We tried to 
imitate the violent instability of gold, until the degree and 
rapidity of senseless change threatened so secure and stabilized 
an old-established social organization as ours with danger to 
life and limb. Then at last we found it unavoidable to step 
off on to firmer earth. 

But the prospects are, in my judgment, that the position 
of the gold-currencies will soon be reversed. The strain to 
which } subjected the rest of the world was due to their 
having an unbalanced creditor position in their favour. Forces 
have now been set in operation which are certain to destroy 
that creditor position in course of time. 

One has heard of a Senator from the Middle West who 
cried in a loud voice to Europe : ‘‘ We do not want your goods. 
We will not have your bonds. We have already got your gold. 
What we want is your money.” The Senator may be mythical, 
but there still remained a logical alternative left to Europe 
which he overlooked, namely, for the rest of the world to get 
on as best it can without buying the exports of those countries 
which have an unbalanced creditor position. The abandon- 
ment of the gold standard by a large group of countries and its 
restricted operation by others is an unavoidable means, adopted 
far from deliberately or even consciously, for destroying these 
unbalanced creditor positions by undermining the trade 
balance of the creditors. The creditors, by leaving open no 
other means of payment, have in effect demanded that the 
debtors shall find some way of destroying these creditors’ own 
trade balance. 
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I believe that invincible forces have now been set in 
motion tending, with time, to the destruction of the unbalanced 
creditor positions. This will come partly by the means just 
described, namely, the undermining of the competitive strength 
of the creditor countries, and partly as a result of the very 
small remaining group of countries which are still functioning 
freely on a gold basis, being compelled to purchase as a 
commodity all the available supplies of gold metal. With the 
current output of the mines and the release of gold from India 
and elsewhere, a point has probably come already when these 
available supplies exceed the favourable balance of the creditor 
countries on income account; and before long they may be 
sufficient to more than offset capital movements also. 

The forces thus set up will, therefore, tend towards the 
depreciation of the dollar and the franc. But since these 
currencies are, and will presumably remain, fixed in terms of 
gold, this can only show itself in a tendency of sterling and 
other non-gold currencies to appreciate. en this point 
has been reached, the future course of sterling and of the 
numerous currencies rigidly or loosely linked to it will depend 
on policy. After repaying what we have borrowed, we shall 
have the opportunity to use our growing relative strength to 
resume our functions as a foreign lender and to finance an 
expansion of output and credit and a revival of confidence. 
I hope that we shall resist an appreciation of our exchange, 
though this may prove none too easy, until we have raised the 
sterling price-level at least to the level of 1929; and that, 
instead of chasing after that rascal gold, who is a worthless 
fellow anyway, we shall wait for him to come back to sterling 
as a result of gold prices also being raised to the 1929 level— 
after which he must do what he is told. 

It is reasonable to hope that we are now moving out of 
the phase of financial crisis, at least so far as Great Britain is 
concerned. If there were to be a satisfactory settlement of 
reparations, even though the immediate effect on Central 
Europe proves disappointing, this phase would certainly be 
over. But it may need a prolonged interval of ultra-cheap 
money before po of industrial crisis begins definitely to 
pass away. On all precedent, I should expect after what has 
occurred a prolonged cheap-money phase, proceeding to 
lengths not experienced since the eighteen-nineties, before 
enterprise revives towards an optimum level. The main object 








158 


of our policy should be, I suggest, to accelerate the time-table, 
to reduce time-lags and to hasten forward each inevitable stage. 
There is no longer any serious ground for fearing a collapse of 
sterling beyond our control. It is not sensible to be afraid of 
inflation, when the problem of stopping the deflation is so 
extraordinarily difficult to solve. The real risk lies in the 
recovery being too slow; and a bold policy will be the least 
dangerous. 

Investors are a long way off lending for purposes which 
involve any material risk; and rhecoeree all new enterprise 
does, in present circumstances, involve a risk. They will have 
to be induced to consider reasonable risks once more by the 
yield on riskless bonds falling very low. I should hope to see 
the Bank rate reduced by rapid stages to 2} per cent, with 
Treasury bill rate at 1 or 14 per cent and deposit rate at 
3 cent. I should not be surprised—though I still find that 
other people would—to see 34 per cent Conversion Loan 
standing at par within a year. Indeed, I can see no reason in 
past history or present p cts why it should not. Anyway, 
perhaps we may all agree that these things are devoutly to be 
desired. So it should be our motto to accelerate the time-table. 


POSTSCRIPTUM 


Since the foregoing was written, the Bank of England 
appears to have ceased, at least for the time being, to control 
e sterling exchange, or to attempt to stabilize it at a level 
predetermined by policy. For the moment, therefore, its 
value is dependent on the whim of the speculator. How far 
this policy is deliberate and intentional on the part of the Bank, 
and nowy the Bank has been taken by surprise by the volume 
of speculators’ purchases of sterling and finds the handling of 
them technically unmanageable, has not been stated. It is 
obvious, however, that the technique of control needs some 
consideration. The Macmillan Committee pointed out that 
the resources normally at the disposal of the Bank are small in 
relation to the size of the London market and might prove 
inadequate in an emergency. They also suggested means for 
strengthening the Bank by increasing the resources at their 
disposal. Nevertheless, although nothing has been done to 
these recommendations into effect, it does not seem to me 

that the technical difficulties need be regarded as very serious. 
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Indeed, the impediment may lie more in a hesitation to take 
decisions than in the difficulty of carrying them out when they 
have been taken. The following is a short list of some of the 
questions to be decided :-— 

(1) Large-scale transactions on the exchanges may involve 
in their final outcome large profits or losses. if it has not been 
already decided whether these will fall upon the Bank or the 
Treasury, it ought to be settled. It would seem reasonable 
that all exchange transactions, including purchases and sales of 
gold, should be on account of the Issue Department, which 
would mean that the final outcome would go to the profit or 
loss of the Treasury. 

(2) Should the Bank accumulate foreign exchange or 
~~ ? After the holdings of foreign exchange have reached a 

ge figure, it might well be advisable to take gold. The 
possession of a large amount of gold will be no handicap later 
on when we are considering conversion schemes and large-scale 
international financial assistance. The gold will be more 
fruitful in our hands than in France or the United States. 

(3) Should early steps be taken to bring down London 
short-term rates to a very low level, so as to reduce the yield 
on funds held in London by foreign exchange speculators ? 
ap A argument seems to conjoin to enforce the advisability 
oO . 

(4) Should the Bank operate on the forward exchanges as 
well as spot? Surely this would be wise. It would be more 
profitable; and it would ease the technical problem by reducing 
the amount of sterling cash which the Bank would have to find. 

(5) If the Bank’s assets are largely increased as the result 
of its purchase of gold and foreign exchange, should this be 
allowed to a its normal effect on the volume of credit ? 
If carried beyond the point at which Treasury bill rate has 
been brought as low as is desired, this might prove embarrassing. 
But it is easy to avoid it. The Government Securities now 
held in the Issue Department could be replaced by gold or 
foreign exchange. Since these amount to £240,000,000 this 
expedient would suffice for a long time. But there are other 
ways of taking funds off the market if necessary, such as were 
evolved during the latter part of the war and afterwards. 

(6) Should the Bank announce a pegged upper limit? It 
would steady the market if each Thursday, when Bank rate is 
announced, the Bank were to announce a figure at which it 
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would purchase gold until further notice. There would be an 
opportunity of varying this each Thursday. Nor would the 
pegged limit prevent the Bank from ever intervening on the 
market directly it thought it advisable to do so. 

(7) What should the initial pegged rate be? This is very 
much a matter of opinion. I should be inclined to start in the 
neighbourhood of the existing market rate and aim at working 
it gradually downwards until what the authorities judge to be 
the optimum rate for the time being has been reached. 

8) What is the optimum rate for the time being? I doubt 
if any responsible English authority would put it above 3-80 
to 3:90. My own preference would be for a lower figure, 
say, 3°40 to 3°50. My main reasons for this are three. In the 
first place, I do not think that we ought to be carried away 
too much by the buoyant atmosphere brought by the foreign 
speculators—it is a gas which can easily escape. We need a 
figure which will not put too much strain on us when we are 
getting no benefit from repatriation of capital or speculative 
transactions. In the second place, British foreign trade will 
be brisker and the volume of employment decidedly higher if 
exchange is at the lower figure. An additional margin of 
10 per cent makes a world of difference to a manufacturer. 
In the third place, it is most important that we should consider 
the interests of raw-material producing countries which belong 
to the sterling bloc, particularly India, Australasia and the 
Crown Colonies. I feel sure that an exchange of 3-40 to 3° 3 
is decidedly more in the interest of these countries than 3- 
to 3°90, so long as gold prices remain low. If there were to be 
a substantial rise in gold prices, the question of the optimum 
level would have to be reconsidered. 

In short, the popular notion, that the Bank of England is 
powerless and cannot fix the exchange at any figure it chooses 
within reason, is in my judgment, really quite groundless. 


Finance and Industry 
(16) The Bank Return 


weekly return issued by the Bank of England 
represents one of the most an sources of regular 
information at the disposal of the Money Market and, 





indeed, of bankers and business men ge oe it shows the 
state of the national credit system at its n 


point. At the 
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Same time, it is an extraordinarily difficult document to interpret, 
and any attempt to understand its meaning is beset by numerous 
pitfalls and traps. 


The first point to realize is that it is a balance-sheet, and 
that, like every other balance-sheet, it always balances. This 
means that every change in one item of the return must be 
balanced by corresponding changes in other items, and so it is 
impossible to consider any single item by itself. This is 
particularly true of what is, in some ways, the most important 
item of all, namely, “ bankers’ deposits,”” which are the key 
to the amount of credit at the disposal of the Money Market 
and, indeed, of the country as a whole; for fluctuations in 
bankers’ deposits are to a large extent the result of fluctuations 
in the remaining items in the return. 


The next ~ to realize is that, like every other balance- 
sheet, the Bank return is an instantaneous photograph of the 
Bank’s position ; in point of fact, immediately after the close 
of business on Wednesday of every week. It does not give a 
true picture of the Bank’s position fifteen minutes before it 
closed for business on Wednesday afternoon, or fifteen minutes 
after it opened on Thursday morning. Unless the last day of 
the year happens to fall on Wednesday, there is no return in 
existence representing the exact position at the end of the 
year, nor is it possible to compare a given date in one year 
with the same date in the next. Finally, it is not possible to 
link up the relevant sections of the Bank return with the 
statement of the composition of the Floating Debt which relates 
to every Saturday. Between Saturday and Wednesday the 
Government has had plenty of time to borrow several millions 
on Ways and Means Advances or to repay a similar amount. 


Bearing these general items in mind, let us consider the 
various items in the return, as reproduced on pages 162 and 
163, and in particular their fluctuations over a period of time. 
For this purpose the second table, which is extracted from 
The Economist, will be of use. The meaning of the various 
items in the return was described very fully in the issues of the 
Review for July and August, 1930, but enough of this ex- 
planation is reproduced to make reference to these issues 
unnecessary. 


We begin with the Issue Department. The liabilities side 
of the account shows the notes in circulation—that is, held by 
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the commercial banks and the public—and the notes held as 
Reserve by the Banking Department. The two together 
invariably add up to the size of the Fiduciary Note Issue, at 
present £275,000,000, plus the gold coin and bullion held by 
the Bank. The important point to notice here is that the 
Reserve is the resultant of the remaining items. 

If the banks and the public draw more notes out of the 
Bank, the Reserve goes down. If the Bank loses gold, the 
Reserve also goes down. If the Bank of England gets leave 
from the Government to increase the Fiduciary Note Issue, 
the Reserve goes up; from which it is a fair deduction that if 
an increase in the note circulation or gold losses by the Bank 
reduced the Reserve to too low a level, permission to increase 
the Fiduciary Note Issue would be sought and obtained. 
Incidentally, such an increase would rightly be regarded as 
definite evidence of currency inflation. 


TABLE I 
BANK OF ENGLAND 
Return for Week ended Wednesday, January 27th, 1932 
IssuE DEPARTMENT 


£ 
Notes Issued— Government Debt .. ee 11,018 100 


In Circulation ee «+ 345,868,570 Other Government Securities 245,151,821 
In Banking Department .. 49,894,768 Other Securities es -- 14,982,502 
Silver Coin .. - -- 3,850,577 


Amount of Fiduciary Issue .. 275,000,000 
Gold Coin and Bullion «+ 120,763,338 


£395,763,338 £395,763,338 





BANKING DEPARTMENT 


| £ 
Proprietors’ Capital .. .. - Securiti .. 45,310,906 
Rest 


Public Deposits*® -. .. 15,321,152 and 
Other Deposits— , Advances .. £12,946,728 


Deposi: 
Bankers’ .. £74,304,019 
Other Accounts 38,208,098 50,142,935 
onmmummen $0R50R007 | Mess «cco os GE 
7-Day andotherBills.. .. 1,017 | Gold and Silver Coin ne 586,495 


£145,935, 104 £145,935,104 


«+ 37,196,207 


* Including Exchequer, Savings Banks, Commissioners of National Debt and 
Dividend Accounts. 
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Now let us look at changes in the Issue Department’s 
return over the period covered by the second table. The 
period covered by the table began with Christmas Eve, when 
an abnormal ainount of currency had been withdrawn by the 
public for use in Christmas shopping and for rent and other 
quarter-day payments. Once Christmas was over, shop- 
keepers, railway companies, landlords and other recipients of 
this currency began to pay it into their banks, and the banks 
no longer requiring this currency paid it into their accounts 
at the Bank of England. On arrival at the Bank of England, 
these notes went automatically into the Banking Department’s 
Reserve. Hence the note circulation fell during these five weeks 
from £370°0 to £345°9 millions, and the Reserve rose from 
£26°3 to £50° illions, or by almost the same amount. 
This was a perfectly normal movement, which everyone had 
been anticipating. 


TABLE II 
(00's omitted) 








Issue Department Banking Department 





Notes Circula- Public 
Issued tion Deposits 





£ £ £ 
395,719 | 370,031 | 14,641 
395,746 | 364,150} 7,733 | 126,398 


395,750 | 362,859 15,681 
395,762 | 354,744 22,361 
395,763 20,813 
395,763 15,321 























7 (000’s omitted) 
Both Depts. | 
Gold Coin 
and Bullion 
Debt and i and Reserve 
Securities i Ratio 














£ £ £ % £ | £ 

253,136 | 17,814 | 121,353 | 2434 13837 | 36,076 
253,725 | 17,222 | 121,349 | 2233 | 27,291 | 37,613 
253,982 | 17,167 | 121,324 | 24% | 64,891 | 19,899 | 35,789 
254,113 | 17,039 | 121,331 | 25.4 | 53,561 | 15,846 | 36,046 

















13 

20 | 254,469 | 16, | 121,321 | 25's | 52,431 , 14,031 | 39,920 

27 | 256,167 | 14,983 | 121,350 | 25g | 45,311 12,947 | 37,196 | 
} } j } 
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It is worth while tracing, in passing, the way in which 
this movement affected other neater assets and liabilities. 
First of all, when the notes were paid by the public into the 
banks, the operation increased the public’s deposits at the 
joint-stock banks, and the banks’ holdings of cash. Next, 
when the banks paid the surplus notes into their account at 
the Bank of England, their own deposits at the Bank, namely, 
“‘ bankers’ deposits,’’ were increased. In fact, in so far as the 
Bank return is concerned, a contraction in the note circulation 
means :— 


In Issue Department, circulation down, 
notes in Banking Department up. 


In Banking Department, Reserve up, 
bankers’ deposits up. 

For the joint-stock banks, the contraction means, 
Deposits up, 
Cash up. 

It is patent from the second table that in point of fact 
bankers’ deposits have not increased. The reason is that the 
contraction in the note circulation was only one of many forces 
affecting bankers’ deposits : and the contrary forces were more 
powerful. The average shopkeeper or landlord will give 
a ready indication of one oF these forces, for he will com- 
plain that every penny of his Christmas takings that he paid 
into the bank in early January had to be drawn out a few 
days later when he paid his income tax. We will return to 
this later. 

Some reference is now needed to the assets held by the 
Bank in the Issue eng oa The first, namely, ‘‘ Government 
Debt,”’ can be quickly dismissed, for it is a landmark dating 
from the establishment and early history of the Bank and its 
negotiations with the Government for its privileges, and it 
never varies. The next two can be usefully considered 
together, for while they are subject to small fluctuations from 
week to week, their sum remains practically constant, except 
when the Fiduciary Note Issue is altered. 

While Peel’s Bank Act divided the Bank of England into 
two separate departments, up to a point the composition of the 
assets held in each department is a matter of convenience. 
In all, the Bank holds a certain quantity of securities, and 
provided enough are earmarked to the Issue Department to 
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make up the prescribed backing of the Fiduciary Note Issue, 
it is in most respects raat whether they are Government 
stocks and Treasury bills (classed as Government Securities) 
or commercial bills or some other form of “‘ Other Security.” 
There is, however, one important reservation. By law, the 
profits of the Issue Department have to be paid over to the 
Government, and the profits obviously vary with the yield on 
the securities earmarked to the Issue Department. Obviously 
the Bank and the Tre must deal fairly with each other. 
The Bank must not put all its most unremunerative securities 
in the Issue Department, nor must the Treasury claim the right 
to the cream of the Bank’s securities. Needless to say, the 
Bank and the Treasury both play with scrupulous fairness, and 
the weekly variations in Government and Other Securities in 
the Issue Department doubtless reflect the progress of these 
fair dealings. 

It is now time to call attention to one or two traps. The 
first arises from the very common argument that an increase 
in Bank rate, and so in the Treasury bill discount rate, adds 
to the cost of the service of the National Debt in proportion 
to the full amount of outstanding Treasury bills. This is a 
gross exaggeration, for in so far as all the Treasury bills in the 
Issue Department are concerned, the interest payable on them 
returns automatically to the Government in the form of the 
profits on the Issue Department. Hence the increased cost to 
the Government due to a rise in Treasury bill rates is pro- 
portionate, not to the total amount of Treasury bills out- 
standing, but to the total less the very considerable number held 
in the Issue Department. It is quite conceivable that normally 
the Issue Department holds a quarter or a third of the total 
number of Treasury bills outstanding. 


Another trap arises from a common practice of calculating 
changes in the Bank’s holdings of Government and Other 
Securities from the figures of the Banking Department alone, 
and ignoring the changes in the Issue Department. This, at 
times, may affect such calculations seriously. To take a 
hypothetical example, Government Securities in the Banking 
Department alone may have fallen by £2-0 millions, and other 
Securities risen by £1-o million; and some authority may 
expatiate on repayment of Ways and Means Advances by the 
Government to the Bank. Yet simultaneously £3-o millions 
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of Government Securities may have been transferred from the 
Banking to the Issue Department in replacement of a corre- 
sponding quantity of Other Securities, so that taking the Bank’s 
holdings as a whole, Government Securities are £1-o million 
higher, and other Securities £2-0 millions lower on the week— 
a fact which makes nonsense of the above argument. 


As the Bank is not entitled to issue notes against silver, 
the Bank’s holding of silver coin ranks as part of the fiduciary 
backing to the note issue. Were this country ever to adopt 
bimetallism, this item of silver coin would be included with 

old coin and bullion below the items representing the fiduciary 
acking and adding up each week to the total of the fiduciary 
issue for the time being. 


The final item is Gold Coin and Bullion. To-day this 
item remains practically unchanged, for the Bank is not 
bound to pay out gold against its notes, but in normal 
times, this item varies with every purchase or sale of 
gold by the Bank. When the Bank buys gold, its holdings 
increase and with them the total of Notes issued. As the 
Note circulation remains unchanged, the Banking art- 
ment’s Reserve also increases. Finally, the vendor of the 
gold to the Bank is usually paid by cheque. He pays this 
cheque into his account at his own bank, who present it 
to the Bank of England for the credit of its own account 
there. So bankers’ deposits at the Bank are also increased, as 
well as the deposits and cash of the vendor’s bank. When the 
Bank sells gold, the reverse train of forces is set in motion. 


It may be conveniently noted here that the small item 
“gold and silver coin” held by the Banking Department 
consists in practice almost entirely of silver. 


Consideration of the portion of the return dealing with 
the Banking Department is reserved until next month. 


Notes of the Month 





The Money Market.—The restoration of world confidence 
in British financial stability, together with the weakening of 
confidence in foreign centres, notably in New York, has 
stimulated an influx of foreign funds into London on such a 
scale as to reach almost embarrassing dimensions. Simul- 
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taneously, the Treasury had to borrow heavily in order to 
finance the repayment in early March of a substantial part of 
its New York and Paris credits, and the consequent addition 
to the floating debt made money for a time unusually cheap and 
abundant. Discount rates, therefore, fell sharply away from 
Bank rate, until in early March, with Bank rate still 5 per cent, 
“hot” Treasury bills were quoted as low as 25 per cent. 
To conform to this fall in discount rates, and also to stem the 
influx of foreign short money, the Bank rate was twice reduced 
during March, firstly to 4 per cent on March roth, and then 
to 34 per cent a week later. Discount rates, however, still 
remained well below Bank rate, with “ hot ’’ Treasury bills at 
barely 2 per cent and three months’ prime Bank bills at 
2} per cent. Moreover, these low rates are proving no 
deterrent to the influx of funds from New York, for with three 
months’ forward dollars quoted at a discount of 2 cents (the 
rate just before Easter), American houses could obtain a profit 
equivalent to just over 2 per cent a. annum by buying pounds 

ot and selling pounds forward. Thus the total return to 
» aol upon an investment in three months’ sterling bills was 
well over 4 per cent, which was 14 per cent more than can be 
obtained on dollar acceptances. In these circumstances the 
influx of foreign funds into London has continued, and, 
except for a day of stringency on March 31st, money and 
discount rates have remained very low. Immediately after 
Easter it was announced that arrangements had been made for 
the repayment by early April of the remainder of the Treasury’s 
New York and Paris banking credits, though they are to 
remain open to be drawn upon again in case of need. There 
is little doubt that the Treasury could also repay at once the 
Frs.2,500 millions of bills issued to the French public, but 
the terms of issue were such as to preclude repayment in 
advance of maturity in August. 

The Foreign Exchanges.—The events described above have 
brought about a very marked improvement in sterling, so much 
so that strenuous efforts have had to be made to prevent the 
pound from rising too far. Apart from the unfavourable 
effect an appreciation of sterling will have upon our export 
trade, an improvement due solely to speculation and to an 
influx into London of large quantities of foreign money which 
could be withdrawn again at any time without notice, is fraught 
with obvious dangers to our stability. To combat this influx, 
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not only were the two March reductions in Bank rate made, 
but Mr. Neville Chamberlain gave a definite warning in 
Parliament that the Government “ did not desire to see the 
pound forced up to a rate which would be injurious to industry.” 
More definite measures have taken the form of heavy official 
purchases of Devisen, and—so it is believed—of the inter- 
vention of the Treasury in the London bullion market as an 
** unknown buyer ” of the Cape and Indian gold, which other- 
wise would have been bought upon foreign account. Thus 
attempts have been made to “ peg ” sterling both by absorbing 
the foreign currencies on offer and by off-setting the demand 
for sterling that would have arisen had gold been sold to the 
Continent. These attempts, however, have only proved 
partially successful. They broke down for the first time in 
early March, and sterling promptly rose from $3.48} to $3-77 
against New York, and from Frs.88,’, to Frs.g5 against Paris. 
Then control was regained, and the rates were brought back to 
$3-62 and Frs.g2, but over the Easter week-end nervousness 
as to the financial position in the United States brought about 
a renewed doounl toe sterling, and this drove the exchange 
rates up to a maximum of ee | and Frs.g7, with other 
“‘ gold’ currencies at proportionately high rates. It remains 
to be seen whether control can be regained, and how far it is 
possible or desirable to keep sterling at or below $3-70. It is 
conceivable that official sales of forward sterling would assist, 
as they would narrow the margin between spot and forward 
rates and so make London a less remunerative centre to foreign 


short money. 


The Stock Exchange-——The most important and en- 
couraging event of March was the rapid improvement in 
British Government securities, due to the restoration of confi- 
dence and to the inflow of foreign money, part of which has 
been invested in gilt-edged stocks. The improvement has 
been such as to completely neutralize the heavy depreciation 
that occurred last autumn, and Government stocks now stand 
at the same level as last June. The benefits accruing from this 
recovery need no elaboration. It has eased the position of all 
institutions who are large holders of high-grade securities, and 
who had to make heavy allowance for depreciation last year. 
The recovery has also immensely improved the prospects of a 
successful conversion scheme upon a scale sufficient to ease the 
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present heavy burden of national expenditure. Other sections 
of the Stock Exchange have, relatively, recorded less progress. 
Better trade prospects have stimulated some demand for sound 
industrial shares, but this demand has been highly “ selective,” 
and the improvement in the pound has been to some extent a 
discouraging influence. Home rails have been rather firmer 
than might have been expected, in view of the disappointing 
results and dividends for last year. Foreign issues, and shares 

ssessing an international interest, were naturally affected by 
the difficulties arising out of M. Kreuger’s death on March 12th, 
for although the City of London itself was only implicated in 
the affairs of Kreuger & Toll to a very minor degree, foreign 
centres were more deeply committed, and a certain amount of 
realization by foreigners of British securities proved necessary. 
A more encouraging development in London during March 
was the revival of the new capital issue market. The Metro- 
politan and Metropolitan District railways each issued a block 
of 5 per cent debentures at a price of 974, while the Port of 
London Authority issued £2,000,000 of 5 per cent stock at 
1013. Municipal issues included £750,000 of 5 per cent stock 
by Croydon at par, and the same amount of 5 per cent stock by 
Poole at 1004. Lever Brothers made a successful offer for sale 
of £3,440,000 5 per cent debentures at 98, and the Government 
of Nyasaland issued £2,000,000 of 44 per cent stock at 97}. 
All these issues have since risen to a premium, and while the 
yield offered is still a high one, there is no doubt that there is a 
substantial potential demand for new issues of the highest 
grade. This means that there is at last some prospect of 
diverting into long-term channels part of the mass of un- 
employed short money which is now floating about the world 
and which recent experience has shown to be a serious menace 
to world financial stability. 


Overseas Trade.—The February trade returns revealed an 
increase over January of £8-7 millions in the adverse trade 
balance. This was mainly due to an expansion of imports 
from £62-3 millions in January to £70-1 millions. This 
February increase was plainly due to forestalment of the 
general ro per cent tariff which came into force on March rst, 
— so it is difficult to detect the general trend of our foreign 
trade. 
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= Increase (+-) 
Description | Jan-Feb. | Jan.—Feb or 

1931 1932 Decrease (—) 
Total Imports ... ees eee eee 139-2 132-5 — 6-7 
Retained Imports eee : ee | 127-3 121-8 — 5-5 
Raw Material Imports ... —... | 31-1 32-3 + 1:2 
Manufactured Goods, Imports... 40-0 33-4 — 6-6 
Total Exports, British Goods ... 69-4 61-1 — 8-3 
Coal Exports. ... oh eee ons 5-4 5-2 — 0-2 
British Manufactured Goods, Exports ... 52-7 46-0 — 6-7 
Re-Heports 6c. este, tee 11-9 10-7 — 1-2 
or ae 81-3 71-8 — 9-5 
Visible Trade Balance ... 0... we —57-9 —60-7 — 2-8 





The two months’ figures, in which the distortion is not 
quite so apparent, are in some respects more encouraging. 
Raw material imports were slightly better than a year ago, and 
notwithstanding forestalling, the decline in imports of manu- 
factured goods was practically as great as that in the exports of 
British manufactures. It remains to be seen how far the 
March figures will be affected by the new tariff and the 
appreciation in sterling. 


Home Reports 
The Industrial Situation 


So far as home trade is concerned, a slight but definite 
improvement has taken place, and numerous industries report 
somewhat greater activity. It is still too early to assess the 
effects of the new tariff upon prices, business or employment, 
for the stocks of goods aonaned dale February in anticipation 
of the tariff have hardly yet been absorbed. The outlook for 
export trade is less promising. Some exporters report that 
any advantage arising from the depreciation of sterling is being 
offset by higher tariffs and quota restrictions abroad, while 
many exporters are becoming chary of entering into fresh 
commitments with countries where exchange regulations are in 
force, as they have already found serious difficulty in obtaining 
payment in sterling for previous shipments of goods. The 
recent appreciation of the pound caused a certain amount of 
nervousness, but has probably been too limited to have had any 
appreciable effect upon our export trade. Taking a general 
view, at the moment the home market appears to be definitely 
the most promising. 
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Agriculture 


England and Wales.—Autumn-sown crops are looking well, 
with the exception of oats, which have suffered some harm 
from east winds and frosts. By the middle of March rain was 
beginning to be needed on heavy soils and pastures but rain 
has since fallen. Spring sowing is a little earlier than usual. 
Most early reports how that the fall of lambs has been about 
average. Cattle are in normal condition and milk yields are 
average. 

Scotland.—Sowing and planting is now in progress and, 
given a continuance of favourable weather, prospects are very 
bright. Winter-sown wheat has advanced greatly and vegetation 
generally is making an excellent show. Grain of all kinds is on 
offer in the markets, and potatoes remain a dull trade at £7 8s. 
per ton. Livestock supplies are normal with prices well 
maintained. 

Coal 

Hull.—Enquiry is limited, but prices remain steady on 
account of curtailed outputs. 

Newcastle-on- Tyne.—Demand has fallen away, more par- 
ticularly in regard to gas and coking coal, and collieries have 
difficulty in keeping fully employed. 

Sheffield.—Stocks of large coal continue in excess of 
demand and there is no sign of an early improvement in 
shipment business. Home demand for steam coal is quiet, 
but the colder weather early in March stimulated sales of 
household fuel. Prices remain steady. 

Cardiff.—The tone has become less favourable, and all 
classes except dry large and sized coals are obtainable at 
minimum prices. Little contract business for forward supplies 
is taking place. 

Newport.—Demand for Monmouthshire coal has slackened 
considerably. The quota restrictions in various European 
countries are severely limiting business, and exchange difficulties 
Overseas are causing exporters to hesitate in adding new 
commitments to old debts. 

Swansea.—Demand for best anthracite continues good as 
shipments to Canada are now beginning. The market in inferior 
grades of anthracite and steam coal remains very quiet. 
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East of Scotland.—In both Fife and the Lothians navigation 
coal continues to move off as produced, but steams are slightly 
easier. Washed fuels show no improvement and outputs are 
moving off with difficulty. The mild weather has militated 
against the demand for splint coal for home consumption 
and stocks are on the increase. 

Glasgow.—Business is quiet and supplies plentiful owing 
to lack of demand during a mild winter. Shippers are not 
doing much business with foreign countries, as importers are 
not willing to pay the prices quoted for forward shipment and 
day-to-day sales consist mainly of cargoes of only moderate 
tonnage. Screened coals are obtainable at easy prices for 
prompt shipment, and washed nuts are fairly steady. 


Iron and Steel 


Birmingham.—Prices are weak and little activity is shown 
in the market owing to the large stocks of Continental 
materials. 

Sheffield-—The cold rolled strip and rolled bars sections 
are more active, but the steel trade as a whole has not im- 
proved. Production of open-hearth and fine steels remains 
much the same and business in heavy pipings and castings is 

uiet. Fluctuations of the sterling exchange have increased 
the difficulties of export trade, but confidence in a general trade 
improvement is spreading. 

Teeside.—Pig-iron production is very restricted, only 17 
blast furnaces out of on the north-east coast being in 
operation. Small quantities of iron have been sold for export, 
but home consumption is poor, Scottish consumers showing 
preference for cheap Indian and Midlands iron. Difficulties 
of financing transactions are restricting exports. The steel 
trade is depressed. Plant is only working at 4o per cent of 
capacity, and the aggregate tonnage of work is quite insufficient 
to permit of economic production. 

Newport.—Anticipation of the new import duties caused 
large imports of semi-manufactured iron and steel during 
Febeunrs, but since March 1st imports have dropped away 





from 15,000 tons per week to nil. rts were scanty during 
January _ February, but showed slight signs of improvement 
in March. 
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Swansea.—The tinplate pool began operation on March 
7th, and the minimum price of 16s. is being charged for all 
prompt and new Sieuel orders. There are, however, a large 
number of plates to be delivered at prices ranging from 14s. up. 
The pool will benefit the trade, but penalize works with 
reputations. 


Glasgow.—Producers in the west of Scotland are very 
short of orders, production being considerably below plant 
capacity. The Canadian season opens in April, however, and 
makers expect shipments to the St. Lawrence to be better this 
year than last. 


Engineering 


Birmingham.—The heavy section is quiet, although some 
of the larger manufacturers are reported to be doing better. 
Cycle and motor-cycle manufacturers are fairly busy on 
seasonal demands and the outlook in the motor industry is 
more encouraging. 


Coventry.—Early March witnessed no general improve- 
ment in the motor industry, though one or two factories were 
actively engaged. Motor and pedal cycle manufacturers are 
seasonably busier. 


Luton.—Both export and home trade in cars and light 
lorries appear to be holding their own very well. The hydraulic 
engineering trade shows a distinct improvement. 


Sheffield —Almost every section of the tool trade has 
improved, due no doubt to the depreciation of the pound 
sterling and to tariff duties. Large contracts for cheap tools, 
which had hitherto been purchased abroad, have been secured 
by a local firm, and there is every indication that the lighter 
trades of Sheffield have at last turned the corner. 


Glasgow.—Trade is dull and there is no improvement in 
the marine branch, which continues to suffer from lack of 
orders owing to the acute depression in the shipbuilding 
industry. 





Metal and Hardware Trades 


Birmingham.—Trade is probably a little better than a 
month ago, but it has been retarded by the heavy imports made 
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prior to the tariff. Copper, which is on the free list, is a very 
uncertain market at present. Business in cold rolled brass 
strips has shown some improvement and orders for brass are 
being maintained. 

Sheffield—Apart from scissors and safety-razor blades, 
trade has not improved. Many factories are working short 
time owing to the lack of demand from distributive sources. 


Cotton 


The improved volume of demand noted last month 
has not been quite maintained during the period under 
review, but, nevertheless, there have been fair sales in most 
grades, enquiry being chiefly for short American, Argentine 
and Egyptian. Deliveries to Lancashire spinners are running 
about 50 per cent over those at the corresponding period of 
last year, and are slightly higher than in March, 1930 and 1929. 
The tendency of American to recover its position relative to 
“ outside ” growths is maintained. The total consumption of 
American cotton for the season is now nearly 2,000,000 bales 
higher than at a similar date in 1931, and, though supplies are 
very abundant, world prices are well maintained. Quotations 
at Liverpool have naturally fallen during the current month 
owing to the improvement in sterling; otherwise, there has 
been practically no movement. Reports regarding the new 
crop have been without special feature, but according to present 
estimates a reduction of some 12 per cent in the planted area 
is likely. 

Wool 


Bradford.—While machinery continues fairly well em- 
loyed on old orders, there is little new business coming 
orward. Still confidence is felt in the immediate future, and 

values consequently remain steady. Since the presidential 
election there has been more enquiry on German account. 

Huddersfield —Makers of woollen cloths are still busy on 

home account, but export trade remains dull. The fine worsted 
section, of which 80 to go per cent is export trade, is quiet 
owing to abnormal conditions abroad. 

Hawick.—Although confirmations for next winter are not 

yet up to normal, they are quite encouraging and show some 
return of confidence on the part of mer ts. Most of the 
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factories are still on short time, but it is thought that an 
improvement in the Eastern situation would have a beneficial 
effect. Hosiery manufacturers are rather busier on rush 
orders, particularly as regards knitted woollen goods for 
outdoor wear, but spinners and dyers are both quiet. Prices of 
wool are keeping fairly steady. 


Other Textiles 


Belfast—The Irish flax markets are still limited, but 
demand has improved and prices have remained firm. Yarns 
are in steady demand, large contracts having been fixed for 
forward delivery, but the volume of business arranged is on a 
smaller scale. Prices are firm. Spinners are also conducting 
a steady general trade. Merchants report better sales of house- 
keeping goods, particularly in the home trade, and some fair- 
sized enquiries are coming from the Colonies. Trade with 
the United States, however, is disappointing. Orders and 
enquiries for dress linens are numerous, but prices and deliveries 
present obstacles which are hard to overcome. 

Dundee.—The jute market is uncertain owing to variations 
in the price of the raw material and the lack of orders for manu- 
factured goods. On the whole business is most unsatisfactory. 

Dunfermline.—The Fifeshire linen trade remains stationary. 
Home buyers are limiting their purchases to immediate needs, 
and overseas business has not improved with the better rate of 
exchange. This is ascribed to the existence of heavy stocks 
abroad which may counteract to some extent the benefit 
expected from the tariff. 


Clothing 


Bristol.—There is a slight but distinct teeling of improve- 
ment in business conditions, but supplies are still undoubtedly 
in excess of demand. 

Luton.—The spring ladies’ hat trade is doing well, and 
most factories are busy. 





Leather and Boots 


Bristol.—The boot trade is very quiet, mainly owing to the 
long spell of dry weather, and there is a noticeable absence of 
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repeat orders. The leather trade is also experiencing a very 
quiet time. 

Northampton.—The usual rush of orders for Easter has 
fallen short of the average for the past few years, though sales 
of women’s shoes are better than of men’s. Trade as a 
whole is far from good, and foreign enquiries are abating owing 
to the raising of tariffs abroad. 


Shipping 

Hull—The Mediterranean market is stronger, but else- 
where enquiry is meagre and rates easier. 

; a sy AP has po = — of mee 
activity in grain ering, and rates have kept at prevailing 
= levels. A slight improvement in Eastern rates hen taken 
place. 

Newcastle-on-Tyne.—A distinct improvement in overseas 
and Mediterranean chartering took place in the first half of 
March, but tonnage was too freely offered and rates have 
receded to their former level. 

_Cardiff.—Freights are steady, but there is little fresh 
business and plenty of tonnage is available. 

Newport.—An improvement in homeward freights has 
reduced the number of idle ships from eighteen to sixteen. 


East of Scotland.—A considerable amount of activity was 
in evidence at Leith docks before the imposition of the tariff, 
with the result that warehouses are at present very full. Im- 
ports of grain, particularly maize, are still fairly large, while 
the coal export trade has been extremely brisk during March. 

Glasgow.—To e is in quiet demand to load coal at 
ports in Scotland. e supply is not, however, greatly in 
— of market requirements and rates are inclined to be 
steady. 


Foodstuffs 


Bristol—Trade is extremely quiet. Retailers are heavily 
stocked owing to big purchases prior to the coming into effect 
of the tariff. Commodity values are very low, in some cases 
lower than before the import duties came into operation. 

Liverpool.—Trading in wheat has been quieter, the chief 
influence being provided by exchange fluctuations, and quo- 








177 


tations have declined rather sharply. Apart from the apprecia- 
tion of sterling, weakening factors were continued heavy 
shipments from the Argentine, and the bearish statistical 
position in North America. On the other hand, the increase 
in milling quotas of foreign wheat announced by certain 
Continental countries provided a steadying influence. Maize, 
on reports of adverse weather conditions in the Argentine and 
a fair consumptive demand, remained a comparatively firm 
market. Continental bacon continued in large supply and 
met with a good demand. American bacon and hams were 
steady on short supplies. Lard ruled quiet, following the 
abnormally heavy buying prior to the imposition of the duty. 
The price of Continental butter fell from the rates ruling in 
February; consumptive demand continued good. Cheese 
was steady throughout the month without much change in 
prices, and English makes continued scarce and dear. In the 
canned goods section, both meats and fruits were a quiet trade 
after the heavy buyings last month. 

Fishing 

Lowestoft.—During February 46,594 tons of fish, valued at 
£791,707, were landed by British vessels in England and Wales 
against 38,179 tons, value £959:499 in February, 1931. The 
imposition of the tariff on foreign-caught fish is expected to 
assist the industry. 37,000 barrels of Yarmouth-Lowestoft 
herrings were sold to the U.S.S.R., and this was of material 
assistance in clearing existing stocks. 

West of England.—Fishing at Newlyn has been very slack, 
owing to the seasonal change-over from net to long-line fishing. 
Several East Coast boats have arrived for the mackerel fishing, 
but so far catches have been small. Landings at Brixham for 
February showed a slight decline, but prices varied little from 
average. 

Scotland.—Line fishing on the East Coast continues 
successful, and catches are finding a good market. Herring 
fishing has fallen away, and prices have reached a very 
unremunerative level. 


Other Industries 


Paper-making and Printing —Gravesend reports a recession 
in the paper trade, with the exception of newsprint mills, which 
are working normal time. There is slackness in wood-free 
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printings, which is probably due to abnormal importations 
prior to the tariff. Business in Kraft papers, M.G. sulphites 
and pure vegetable parchment is well maintained. A number 
of mills throughout the country have already be to make 
greaseproof papers. Sale prices are easier, due to keen compe- 
tition for the small amount of business on offer. Edinburgh 
reports a somewhat better feeling, but most of the mills are 
finding it hard to keep going on full time, and export business 
in particular remains depressed. Unemployment is not quite 
so bad in the printing trade, for although book printing is 
easier there is a fair amount of commercial work on hand. 

Pottery.—Trade is extremely dull in the china section, 
but manufacturers of earthenware are better placed. Still, 
good orders were taken at the British Industries Fair and the 
outlook is better. 

Timber.—Trade has been quiet, but there is still a fair 
demand for building timber and floorings. The importations 
from ice-free ports prior to the tariff were not large owing to 
the shortness of the notice. Russian production of soft woods 
for the year has now been taken over by the trade and has been 
distributed. Owing to the lowness of Russian prices very little 
will be bought elsewhere until this stock has been placed. 


Dominion Reports 
Australia 
From the National Bank of Australia Limited 
General confidence continues to revive. The failure to 
reduce budget deficits to the limits aimed at under the Premier’s 
lan is regarded as of less importance than the favourable 
a ae of trade, which was £21,000,000 for the past seven 
months. Farming and grazing conditions continue favourable, 
except in Queensland where rain is needed. The wheat 
harvest exceeded estimates and exports are brisk. Wool sold 
this season exceeds 2,000,000 bales. Prices are now easing. 
Apple exports are expected to reach 4,000,000 cases. Export 
trade generally is brisk. 


Canada 


The volume of trade and employment remains limited, 
but in several ways necessary readjustments are being effected. 
The Federal Government is making drastic reductions in 
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expenditure, and has also taken over the Canadian gold output 
at the world price in order to support the exchange. The 
recent tariff increases are curbing imports, and the latest 
returns record a favourable trade balance. The recent recovery 
in wheat prices has given some confidence to farmers, who have 
also been able to make considerable reductions in their pro- 
duction costs. Further encouragement has been derived from 
the new British tariff and the prospects of the coming Ottawa 
Conference. 


India 

In Bombay political hartals have continued to interrupt 
cotton trading, but prices have kept firm. Indian mills are 
buying American cotton in fairly large quantities. The offtake 
in Manchester piece goods continues to be affected by Congress 
party intimidation and picketers, but a fair amount of surrep- 
titious business is being done, and the outlook is not un- 
satisfactory. In Calcutta the jute market was dull, while tea 
sales are over until June. Rice in Rangoon remained steady 
until February 27th, when there was a 0 rise of 25 points, 
attributed to Japanese buying. There has been a general 
improvement in the bazaars in hardware and piece goods. 


Irish Free State 


Considerable apprehension is felt as to the effect of 
government by the newly-elected Republican Party. Farming 
continues to make abnormally good progress as a result of the 
exceptional seasonal conditions. Cattle and sheep prices have 
eased, but pig prices have advanced. 





Foreign Reports 


France 


From Lloyds and National Provincial Foreign Bank Limited 


For the first two months of the year there has been a 
diminution in imports and exports of 374 per cent as compared 
with January and February, 1931. Unemployment on March 
5th amounted to 298,783 compared with 44,644 at the same 
date last year. Stock Exchange business has been fairly 
active, but a reaction has recently set in. 
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_Bordeaux.—Business in the wine trade remains quiet. 
Resin is firm and prices show some tendency to rise. 


Le Havre.—Spot coffee prices are steady, but rates for 
future contracts are four to six points easier. Cotton con- 
tinues quiet with quotations about 18 points higher for spot 
and near months. 

_ Lille-—The textile market has improved, the flax section 
being very active with considerably increased exports to 
Great Britain. Cotton buyers are showing more interest, and 
orders for yarns are being renewed more freely. Raw jute 
—_— firm and there is an active demand for yarn and 

oth. 

Roubaix.—After some enquiry for tops at the beginning of 
March, business has aes ender ‘on ever. Combing 
mills are working at not more than 50 per cent of capacity, 
while spinners’ production is in the region of 75 per cent of 
the maximum. There has been a better demand for dress 
goods but trade in men’s suitings is very poor. Unemployment 
is increasing and there is little confidence in the future. 


Marseilles.—Prices for ground-nuts, after declining in the 
latter part of February, have resumed their rise and there is 
some prospect of a shortage of this commodity. Olive oil is 
firmer and copra active. 


Belgium 
From Lloyds and National Provincial Foreign Bank Limited 
Brussels—The iron and steel trades continue dead, with 
tices stationary. In the coal trade business in domestic fuel 
benefited from the cold weather, but demand for industrial 
categories remains very poor. 


Antwerp.—Markets have shown little change, but there 
are now signs of movement and the feeling is more optimistic. 


Germany 


The foreign trade returns for the first two months of 1934 
have been relatively disappointing, for together they record an 
export surplus of only -199 millions for the two months 
against monthly export surpluses of Mks.250 to Mks.400 
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millions in the autumn of last year. The serious nature of this 
decline is shown by the fact that the Beneduce report estimated 
that Germany required an annual export surplus of Mks.1,800 
millions for the service of her long-term loans alone. Mean- 
while, it has been thought nece to impose further restric- 
tions upon foreign exchange dealings, while plans for the 
stricter control of imports are being devised. Industrial 
conditions are no better, and early in the year it was estimated 
that, regarded as a whole, German industry was only working 
at 40 per cent of capacity. 


Holland 


Imports and exports for January and February, 1932, are 
only lee millions compared with Fl.569 for the corre- 
sponding period last year. The new import quotas have not 
been in force long enough for it to be possible to assess their 
full effect, but it is thought they have already benefited the 
boot and shoe trade. Holland has been unaffected by the 
death of M. Kreuger, as very few of the shares were in Dutch 
hands, and it is believed that no bank credits were outstanding. 


Norway 


_ _ The surplus of imports was reduced to Kr.10-1 millions 
in January as compared with Kr.26-8 millions in January, 1931, 
and Kr.26-3 millions in December last. This was largely due 
to the reduction on the imports side of the item “ ships ” to 
Kr.o-2 million against Kr.18-5 millions a year ago. ing 
February the idle tonnage of the Norwegian merchant fleet 
increased by 40 vessels of about 150,000 tons d.w., the total 
on March 1st being the record one of 363 ships of 1,606,390 
tons d.w., exclusive of the whaling fleet and ships under 
repair. The Bergens Privatbank and the Den Norske Credit- 
bank reconstruction schemes have been approved and both 
have resumed normal activities. Kreuger and Toll shares are 
not quoted at Oslo, and the death of M. Kreuger has conse- 
quently had little effect in Norway. Agreement has been 
reached between Norwegian and Soviet Union authorities 
= the herring trade. The Soviet Union is to buy 
300,000 barrels of herrings, or the same quantity as last year. 
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Sweden 


It is impossible - to say how far the death of 
M. Kreuger will affect the economic life of Sweden, but, after 
a momentary panic in exchange rates, which was quickly 
calmed, and a week’s closing of the Stockholm Stock Exchange, 
activities proceeded as usual. A moratorium has been granted 
to certain firms most closely affected by M. Kreuger’s death, 
and an exhaustive and — inquiry into the whole position 
was at once instituted. e preliminary results of this inquiry 
proved most disquieting, but it is hoped that even if it is 
necessary to divide up the vast financial structure created by 
M. Kreuger into smaller units, the real values will still remain. 
The wood and pulp industries are so far unaffected, and as 
the volume of sales has latterly been small, prices have remained 
unmoved. The new Government 4} per cent Loan of 
Kr.50 millions, issued at 97, was immediately subscribed. 





Denmark 


Following the reduction of the Bank of England rate from 
5 to 4 per cent, Denmark reduced its rate from 6 to 5 per cent, 
ut the money market is still very tight. Difficult selling 
conditions in the English, German and Belgian markets have 
caused a steady fall in butter prices from Kr.253 to Kr.170 per 
100 kilos, which is the lowest price quoted for many years. 
Eggs also have fallen some 16 points, and the position of 
agriculture is now so bad that the question of a moratorium 
is under consideration in Parliament. 


Switzerland 


From Lloyds and National Provincial Foreign Bank Limited 

An increase of Fr.11°6 millions in the exports for 
February over those for January is said to be largely due to 
the efforts to forestall the British tariff impositions on ch rst, 
the industries showing the largest increases in — being 
shoes, chemicals, condensed milk, watches and machinery, and 





certain sections of the textile industry. Apart from the aniline 
dyes industry, where exports have been consistently maintained, 
foreign trade is becoming very difficult as a result of exchange 
difficulties and restrictions, the present divergence between 
Swiss and foreign prices, and uncertainties arising out of 
modifications, either actual or pending, of commercial treaties. 
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Spain 

It is estimated that the 1932 Budget will yield a surplus of 
go million pesetas, but this is dependent on an additional 
revenue of some 400 million pesetas from increased taxation 
being achieved. In any case, the 1932 budget is of a tran- 
sitional character, as it includes non-recurrent expenditure of 
510 million pesetas, and on the revenue side the proceeds of 
the 500 million peseta issue of two-year 54 per cent Treasury 
Bonds. A customs publication shows an unfavourable trade 
balance of 187 million gold pesetas for 1931, but no accurate 
comparison can be made with previous years owing to a change 
in statistical methods. 





Morocco 


From the Bank of British West Africa Limited 


The general crop outlook and business conditions have 
been very much improved by the recent rains all over the 
country. Import business is quiet, with some tendency 
towards increased trade with Great Britain. Exporters of 
British manufactures have a distinct exchange advantage over 
France. There should now be a distinct scope for trade, 
particularly in motor-cars and lorries, building materials, 
electric and wireless goods, footwear, rubber goods, tools and 
confectionery. 


United States 


During early March sentiment in business circles became 
distinctly more cheerful without any very definite basis. Bank 
and commercial failures have decreased substantially, and 
there was a slight increase in the daily production of steel 
and pig-iron, steel mills having had an operating ratio of 
27°6 per cent of capacity in February, against one of 26°5 
per cent in January. Four additional blast furnaces were 
brought into operation during February. Car-loadings, too, 
show a small upward tendency. The cessation of negotiations 
between Cuban and Dutch East Indies authorities for the 
restriction of sugar output has caused a set-back in raw 
sugar prices, but retail prices have been maintained. 
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Exports of raw cotton to the Far East have been active, and 
speculation in futures has been livelier though within a narrow 
range of prices. Farm work in the cotton belt is proceeding 
slowly, and it is generally estimated that there will be an 
acreage reduction of 10 to 15 per cent below last season’s 
lanting. The recent mild weather has been favourable to the 

Il weevil, and the prevalence of this pest may offset last 
season’s high carry-over of 13,000,000 bales. At the end of 
March considerable uneasiness was caused by the attitude 
of Congress towards the national finances. e Sales Tax 
was struck out of the budget and in the absence of new 
alternative sources of revenue this left a deficit of approxi- 
mately $500 millions. This caused an immediate depreciation 
of the dollar and a general feeling of nervousness in financial 
circles, but fortunately Congress was brought to realize the 
danger to the country and to pass alternative forms of 
taxation. Meanwhile the banking situation has still further 
improved, This is shown by the decision of the National 
Credit Corporation, formed last autumn to assist banks in 
difficulties, to return to its subscribers 15 per cent of the 
money paid in by them. 


apan 


The excess of imports over exports for the first two 
months is Y.87,000,000 greater than it was last year. This 
is due largely to inward imports of raw cotton, wheat, ¥ oe 
beans and iron, and a falling-off in exports of raw silk. Trade 
with China continues to decline, and the February returns 
showed a decline of 48 per cent below last year. Trade with 
Manchuria has improved appreciably since the stabilization of 
conditions in that area. The cotton industry has become more 
active, partly owing to the depreciation of the yen, and partly 
because of the closing of the Chinese mills, 
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Banking 
1. BANK OF ENGLAND 
Issue Department. | Banking Department. 
Date. ‘ " 
Gold. Notes in Reserve and | Bankers Govt. Discounts 
clecuiation-| Proportion. | Deposits. | Securities. |& Advances 
Per 
1931. £ mn. £ mn. £mn.| cent. £ £ mn. £ mn. 
April 1 144-5 357-1 48-3 | 43-6 58-8 30-3 24-6 
1932. 
March 2 120-8 351-8 44-7 | 36-9 80-5 47-2 11-4 
March 9 120-8 354-5 42-0 | 31-1 93-6 54-4 11-5 
March 16 120-8 353-7 || 42-7 | 37-1 73-0 40-3 11-4 
March 23 120-8 358-8 || 37-6 | 31-1 73°4 37-6 11-3 
March 30 120-8 360-5 || 35-9 | 30-9 54-6 35-7 11-7 
2. TEN CLEARING BANKS 
| 
| De- | Accept- Call : Invest- | Ad- 
Date | posits. | ances. Cash.° Money. Bills. ments. | vances. 
1931. £mn. | £mn. | £mn. | E£mn. | Emn. | E£mn. | £ mn. 
February we 1,819-6 | 121-4 233-7 115-9 301-2 309-4 924-9 
September -- ||1,711-8 | 118-4 217-6 | 106-9 | 236-8 | 304-0 | 910-8 
October --- || 1,724-0 | 111-0 || 223-6 | 114-4 | 237-4 | 303-6 | 909-7 
November «- || 1,706-4 | 102-6 220-9 | 109-4 | 240-5 | 299-7 | 900-2 
-- 11,737-0 | 102-1 235-6 | 119-4 | 246-4 | 296-5 | 899-8 
1932. | 
anuary 1,714-0 98-7 223-5 | 117-3 | 239-3 | 283-4 | 904-9 
ebruary | 1658-5 90-6 || 214-0 | 109-8 | 207-5 | 279-6 | 902-3 





























* Includes balances with other banks and cheques in 


course of collection. 


3. LLOYDS BANK, RATIO OF CURRENT ACCOUNT CREDIT 


BALANCES TO TOTAL DEPOSITS 











: Ratio. 
Year. | Ratio. | Month. 1929. 1930. 1931. 1932. 
% % % % 
1902 | 58-2 | January 46: 45:1 45:9 46:5 
49-9 | February 45-9 44-2 45-1 44-7 
60:7 | March 45-2 44-5 45-3 44-7 
56-7 | April 44-9 45-1 45-0 
50-7 y 44-1 44-0 44-8 
49-6 | June 44-5 44-4 45-4 
48-6 | July 45-4 44-7 45-7 
ai | dee) 32 | es | 2 
45-2 | October 45-6 44-8 45-3 
44:7 | November 44-7 44-8 45-3 
45-4 45-3 46-0 46-7 
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Money, Exchanges and Public Finance 





i. 








LONDON AND NEW YORK MONEY RATES 






















































































Lonpon. | New York. 
—_— | 
| , | 90 Days’ 
Date. Bank 3 Months Day-to- | : Re- eligible Call. 
| Rate. — day | _ > Bank ac- | Money. 
} R | * | ceptances. | 
nome 
1931. || Per cent. | Percent. | Per cent. | Per cent. | Per cent. | Per cent. 
April 1 ... } 8 25—} 2—2 | 2 14* 1" 
1932. } 
March 2 | 5 | 3}? _4+ CO 3 2} 24 
March 9 =| 5 | 2 24 || 3 23 24 
March 16 af 4 2 3 | 3 g 24 
March 25.) 3$ | 2k 1i—# | 3 2j 25 
March 30 . I 34 2i—% | 13—23 | 3 23 2¢ 
* March 31. } 
2. FOREIGN EXCHANGES 
| : 
mania a | 1931. | 1932. 
on | Apl. 1. | Mar. 2. | Mar. 9. | Mar. 16.| Mar. 23. | Mar. 30 
New York $4-866 4-053] 3-483 | 3-693 | 3-623 | 3-64} | 3-76 
Montreal $4-866 || 4-86y,/) 3-944 | 4-13 4-06 4-073 | 4-15 
Paris ... Fr. 124-21 |j124-19 || 884 94 92, | 92% 95} 
Berlin ... Mk. 20-43 20-40} || 14-65 | 15-45 | 15-25 | 15-30 | 15-75 
Amsterdam Fl. 12-11 || 12-12} | 8-643| 9-18 | 8-973 | 9-044 | 9-32 
Brussels | Bel. 35 34-944 || 25., 25-974 | 26-124 | 26-95 
Milan ... | Li. 92-46 || 92-78 || 67} | 714, | 70 703 | 725 
Berne ... | Fr. 25-22} || 25-254 | 18-02% | 19-073 | 18-75 | 18-87} | 19y, 
Stockholm Kr. 18-16 || 18-153 || 183 184 1 184 18 
Madrid . || Pras. 25-228 || 44-374 || 4 48} 47 48%, | 493 
Vienna . | Sch. 34-584 || 34-55 32* 32* 32* 32* 32* 
P; e =~ § Kr. 164-25 ||164 (1174 1244 122 123 127 
Buenos Aires ... || 47-62d.|| 39y— || 40t 37it 383 383 t 37it 
Rio de Janeiro | 5-89d./| 33) || 44t 4t 4nt _ 4t 
Valparaiso || Pes. 40 39-95 || 29-10 | 31-50 | 30-30 | 31-00 | 32-00 ; 
Bombay | 18d. 17% ~—s|i:184 18} 18} 18} 18} 
Hong Kong ... —d. 12%, || 17 16 163 155 153 
Shanghai i —d. 154 | 234 21 22 aly, 21 
* Nominal. -t Rate in London. 
3. PUBLIC REVENUE AND EXPENDITURE 
To To | To To 
Revenue. Mar. 31,) Mar. 31,| Expenditure. Mar. 31, Mar. 31, 
1932. | 1931. 1932. | 1931. 
£mn. | £ man. | £mn. | £ mn. : 
Income Tax 287-4 | 256-0 || Nat. Debt Service ... --- | 289-5] 293-2 
Surtax ... 76-7 67-8 } Northern Ireland Payments ... 6-3 6-4 
Estate Duties 65-0 82-6 || Other Cons. Fund Services i 3-0 2-9 
Stamps ... 17-1 20-6 | Supply Services “ - 439-2 | 429-8 
Customs 136-1 | 121.4 || Ordinary ; Expenditure 738-1 | 732-3 
Excise... 119-9 | 124-0 Sinking Fund 32-5 66-8 
Tax Revenue 710-5 | 681-3 || Self-Balan cing Expenditure 80-5 81-9 
Non-Tax Revenue 60-5 94-6 || 
Ordinary Revenue | 771-0| 775-9 
Self-Balancing 
Revenue 80-5 81-9 
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PRODUCTION 


















































Date. H Coal.* Pig-Iron. Steel. 
1931. Tons mn. Tons thou. | Tons thou. 
February ae 4-8 318 | 486 
September en 4-2 248 | 401 
October ee 4-4 284 457 
November wt 4-5 296 459 
December ima 4-5 331 422 
1932. 
January .. a 4-4 330 430 
February .. 4-5 318 481 
* Average weekly figures for month. 
2. IMPORTS 
Raw | Manufactured 
Date. Food. ‘Materials. Goods. | Total. 
acest -|- me a ee ee 
1931. £ mn £ mn | £ mn. £ mn. 
February 30-0 13-3 19-5 63-6 
September 33-6 11-2 22-6 68-3 
October 40-8 1-9 | 27-2 80-7 
November 38-6 15-3 28-7 83-2 
a 39-7 18-5 18-2 77-0 
January 31°5 16-9 13-3 62-3 
February 33-6 15-4 20-1 70-2 
3. EXPORTS 
Date Food. |  _. | a | Total. 
1931 £mn. | £ mn. | £ mn 
February oe 2-8 —_ 8. 24-0 31-8 
September 2-7 3:7 22:2 29-8 
October 3:4 4-3 | 24-0 32-3 
November 3:4 4-0 22-9 31-9 
December... 3-0 40 06 | 0a] Bd 
932. 
anuary oe 2-8 3:6 23-4 | 31-1 
February 2-8 3°5 22-6 30-0 
4. UNEMPLOYMENT = 
Date: 1926. 1927. 1928. 1929. 1930. 1931. | 1932. 
| 
— | _ 
End of— Per cent. Per< cent. Per cent. Perc cent. Per, a Per cent. Per cent. 
January .. 11-0 12:0 | 10-7 12:2 | 21-5 22-4 
February .. 10-4 | 10:9 | 10-4 12-2 i. 21-7 22-0 
Meh .. 98 | 98 | 9-5 | 10-1 | 14-0 | 21-5 | 
April 9-1 9-4 | 9-5 9-9 4-6 20-9 | 
May 14-3 8-7 | 98 9-9 33 |} 20-8 
June 14-6 8-8 | 10-7 9-8 | 15-4 | 21-8 | 
July 14-4 92 | 11-6 9-9 | 16-7 | 22-6 
August ... =... || 14-0 9-3 | 11-6 10-1 | 17-1 | 22-7 | 
September 13-7 9-3 | 11-4 10-0 | 17-6 23-2 
ber 13-6 9-5 | 11:8 10-4 | 18-7 21-9 
November 13-5 9-9 12-1 11-0 19-1 | 21-4 
December 11-9 9-8 11-2 11-1 20-2 20:9 _ 











Percentage of Insured Workers. 












































1. WHOLESALE PRICES (average for month) 
| Index Number (Sept. 16th, 1931 = 100). 
Date. i - bape, as 
| U.K. | U.S.A France. taly. | Germany. 
1931. | | 
February... .. || 110-9 110-3 112-6 108-8 104-9 
September... |} 201-9 99-6 99-4 99-5 99-8 
r oe - || 108-2 99-0 96-6 99-6 98-4 
November... | 1105 99-0 95-2 99-1 98-0 
December sy “| 109-6 97-2 93-5 | 97-2 95-3 
anuary or | 108-8 94-2 93-7 96-2 91-9 | 
ebruary - ]_207-5 92-3 94-4 97-4 91-7 
March, lst week | 107-7 91-2 9-8 | 97-1 91-7 
March, 2nd week | 107-5 91-8 96-7 | 97-2 92-1 
March, 3rd week . || 107-2 91-5 96-7 = 92-0 
March, 4th week ‘a | 105-7 | 91-5 9-3 | 97-0 91-4 
March, 5th week .| 105-1 | 91-2 — | 96-4 90-3 
Sources: U.K., “ Financial Times” ; France, Statistique 


Generale ; Italy, Italian Chamber of 


, 


U.S.A., Irving Fisher ; 
Commerce 


Germany, Statistische, Reichsamt. 
2. RETAIL PRICES (end of month) 








Date. Food. 
1931. i 
February - i 34 
September ose 28 
October eee i 30 
November ij 32 
ber aT 3l 
1932. I 
January ... . | 31 
February — 29 


Rent 
(including 


rates). 








Fuel | Other All 
Clothing. and items items 

Light. | included. | included. 

100 | 75 | 75 50 

90 | 7% | % | 4 

9° | 3% | 3% | 46 

9 | % 75 48 

90 75 75 47 

90 75 75 47 

90 75 75 46 








The figures represent the percentage increase above July, 1914, which is equal to 100. 





3. COMMODITY PRICES (average for month) 





| Nol Cotton, Wool, | Pig-Iron, Tin, Rubber, 
Date. | N. American 64's Cl Standard | Plantation : 
|| Manitoba. | Middling. | tops avge.| No. 3 Cash. Sheet. 
1931. | Pergr. | perlb. | perib. | Perton. | Perton. | perlb. 
| & d. d. s. d. £ d. 
February | 28 5-86 22 58 118 3} 
September | 2 3- "96 117} 24 
ober . 
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Statement of Accounts 
31st December, 1931 

















LIABILITIES £ 
Paid-up Capital ... ~ 15,810,252 
Reserve Fund 7,500,000 
Current, Deposit, and other Accounts 335,008,744 
Acceptances 2,695,520 
Endorsements, Guarantees, and other Obli- 
gations - 33,439,357 






ASSETS 
Cash in hand, and with the Bank of England 37,782,992 
Balances with and Cheques on other Banks in 











the British Isles 11,855,542 
Money at Call and Short Notice 22,188,477 
Balances with Banks Abroad 1,496,270 
Bills Discounted 42,587,499 
Investments at or under Market Value 51,327,304 






Investments in Subsidiary and Auxiliary 
Companies : 























The National Bank of Scotland Ltd. 2,664,202 
Bank of London & South America Ltd. 2,013,350 
Lloyds & National Provincial Foreign 
Bank Ltd. 600,000 
Indian Premises Company Ltd. . 54,502 
Loans and Advances 167,517,978 
Other Assets and Accounts 10,343,627 
Bank Premises 7,887,253 
Liabilities of Customers for Acceptances, &c. 36,134,877 











Over 1,900 Offices in England and Wales, and others in 
India and Burma 














